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From: David McClure

To: Mike Powell

Date: Wed, Feb 5, 2003 8:32 PM

Subject: UNEP, PLEASE make certain it's not injured by your review this month!
Feb. 5th, 2003

Dear Commissioner Powell and all FCC Commissioners:

YOU NOW HAVE AN HISTORIC OPPORTUNITY TO LOCK IN THE ONLY TRULY WIDELY-AVAILABLE
VEHICLE FOR LOCAL PHONE COMPETITION THE UNITED STATES HAS EVER SEEN. PLEASE give
your full support to continued availability of the "UNE-Platform."

My company, TeleCom Consultants, Inc., based in Alabama, offers local telephone service since just after
the passage of the 1996 Telecom Act in the 48 contiguous states to our small 8 medium Business and
Residential clients. We have also offered long distance since early 1990 and high-speed Internet the last
several years, SO we have 13 years experience in the industry. We are indeed an "advocate" for the
unheard masses of smaller businesses and individual consumers who haven't the time nor knowledge -
and definitely not the lobbying money - to make themselves heard by you and the Congress as the giant
ILECs do constantly, in Washington and the various state PUCs. Lest you think we're another "front' for a
large CLEC who feeds us piles of lobbying money, please feel free to call my office at 256-830-4549 or my
cell at 256-348-2907, or stop by in Huntsville, AL and see us! We'rejust a small firm with 5 official
employees and several hundred independent Agent Sales Affiliates spread around the country, but we'll fix
a nice lunch and a good cup of Joe for you, or already-sweetlced Tea in the summer if you drop by. We
help one small business or homeowner at a time try to figure out the complicated world of telecom and
what will be best for them. I'm just taking several minutes away from my selling time to send you this plea
on this highly urgent matter.

We represent many Suppliers to our clients, much as an independent Insurance Agent represents many
different Insurance companies, helping them choose which CLEC or ILEC has the best service in their
area, as well as the best pricing & availability. In most rural areas, even 7 years after the Telecom Act, our
clients have zero choice, or maybe 1 or 2 options for their services other than the old Monopoly ILEC
provider - and the savings they can realize are weak, usually only 10-15% off the ILEC prices. And rural
broadband in most areas E very expensive or non-existent (except for the new Satellite services just now
starting to be offered, which we're pleased about being able to sell now).

While much of the telecom industry imploded the last 2 years, my firm has seen exponential growth far
greater than ever in our 13 years during each of the last 2 years. The reason for this added success is
largely due to the Suppliers for which we primarily market, and their UNE Platform programs. To maintain
this market momentum and remain competitive, to be able to reach critical mass where it becomes
feasible and profitable to build their own facilities in areas/Central Offices where they have sufficient
concentrations of customers, it is absolutely critical that our CLEC Suppliers have continued access to the
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UNE-Platform

The rural area UNEP rates should be required to be reduced, not increased as the Bells are requesting!
Historically, the RBOCs have provided the same or lower retail per-line costs to rural end-users than to
urban end-users, which obviously isn't cost-based. It costs RBOCs much more to maintain/ install lines in
rural areas, but they averaged the cost over all areas, so it was much easier for the many urban
customers to pay slightly more on their many lines than for rural customers to pay FAR more on their few
lines, a good plan that worked. So why do all the RBOCs discount far more to the CLECs on the UNE
Platform in the metro markets than in the rural areas? Why do so many UNEP CLECs now offer service
ONLY in Zone 1 or Zones 1-2 (large urban) areas and will not serve rural clients at all? And the CLECs
who DO now offer service in the rural areas only provide maybe a 10-15% discount to the end users?
Simply because the discount off RBOC retail rates is very small on the UNE Platform in rural areas, so the
CLECs cannot afford to discount much, nor pay us much to go see/sell those clients. Shouldn'tthe UNE
discounts also be averaged, so the urban areas get a slightly smaller UNEP discount and the rural areas
get the same, just as was always done with RBOC retail pricing? Do we really want to leave all the rural
customers with little or no choices and very small savings possible, if any?

We do now have RBOCswho have some true, serious facilities-based competition in major metro, and
even some Tier 2 and Tier 3, cities. My firm sells for over a dozen of those CLECs, and we love dealing
with several of them. But many are struggling just to pay the huge debt load incurred to build what network
they do have. Many others are already stiffing investors for Billions (and not paying us Agents who got the
accounts away from the RBOCs for the CLECs to begin with!!), through Bankruptcy. Those competing
physical networks are why -the ONLY real reason in my opinion, other than the requirements placed on
RBOCs (thank goodness) by Regulators such as yourselves and the PUC/PSCs - that RBOCs do offer a
significant discount in metro areas on the UNEP. RBOCs know that if the CLECs can offer a sizable
discount to an end-user while allowing them to remain on the incumbent's network, the RBOC may not
lose them to a totally separate network, but if the discount is small to the CLEC. the end-user gets a small
discount offered from a UNEP CLEC, the client sees MUCH larger savings from a Facilities-CLEC and

Boom, they're gone to a separate network.

But in rural areas, the RBOCs know they still have virtually no facilities competition so they purposely offer
very little discount to UNEP CLECs. Again, the rural clients are being left out in the cold.

Originally, beginning in 1996, as I'm sure you're aware, the RBOCs only offered CLECs the Resale
Platform (TSR). offering only the minimum required discounts on resale of 17%- 21% in most states.
After only a small, not-very-compelling 5% - 10% discount to the end user and an equally non-compelling
5% commission to us, the Suppliers usually hadjust enough margin left to cover most of their operating
expenses and only lose a small amount of money - on every customer they enrolled!! Therefore few CLEC
Suppliers even offered resale local service, fewer still had much success gaining clients (and many of
those few clients were chased off by the RBOCSs fouling up the end-user's services after cutover &
blaming the CLEC! - I have documented proof of case after case where thjs occurred). Then as UNEP
was required, with mandated much larger discounts to the CLECs during the last 2-3 years, we have seen
MANY more solid offerings from many more CLECs with sizable enough discountslsavings to the end
users. usually 20% - 45%, and large enough commissions that my salespeople can make a real, decent
living. And yet, after passing more savings to the end users and more commissions to my firm / my sales
personnel, these UNEP CLEC Suppliers are still able to, when efficiently run (as many of them are now),
maintain enough Customer Care staff to answer the phone with live, well-trained personnel in under a
minute of hold time - JUST the sort of excellent service clients want, in addition to the savings. UNEP IS
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THE ONLY REASON MOST OF THESE SUPPLIERS CAN DO THIS AND MAKE AN ACTUAL PROFIT.

Unfortunately, the Regional Bell Operating Companies have launched a full-scale attack on the
UNE-Platform, realizing it is a major threat to their continued market dominance. Their strategy is to
impose certain restrictions on individual network elements that would destroy the competitive value of the
UNE-Platform. If the RBOCs succeed, it will all but end any chance for consumers to enjoy the benefits of
meaningful competition in local phone service. Certainly it will slow the growth of competition back to the
snail's pace we saw in 1996 - 2000, or worse.

I've heard 8 read in trade journals many comments, usually from RBOC personnel or supporters, that as
long as UNEP rates are kept low, all or most CLECs will simply opt to stay fully on the UNE Platform and
never build their own facilities, therefore never providing innovative new services. pricing, etc. to American
end-users. Absolute hogwash. Exactly the opposite is true. Simply review history and you can see a very
similar situation in the long-distance industry de-regulation. When | began intelecom in early 1990, about
6 years after the break-up of ATBT and Bell, we could not even port 800 numbers, much less local line
numbers. And ATBT still had 90+% of the long-distance market share over 6 years after the Breakup.
ATBT clobbered themselves for years fighting the ability of resellers to use their network, buying it at
wholesale cost and reselling at a profit. Yet Regulators such as yourselves, your predecessors, stuck to
the plan and forced ATBT to allow resale at reasonable discounts where resellers could make a profit.
Larger hybrids, such as MCI & Sprint, appeared/grew shortly after the 1984 Breakup. owning facilities on
some routes and reselling minutes on others. As they gained market share, they buried more fiber.
Smaller resellers grew and began building more networks, from regional to worldwide, then resellers
began buying wholesale from the newer networks instead of ATBT, which forced ATBT - by MARKET
PRESSURE, finally - to lower their wholesale rates to remain competitive so they didn't lose all the
business to separate networks, instead just losing their own retail business to their own wholesale, which

was the smaller loss.

Was this fair of America? To require a company to allow resale of its network when it didn't want to? And
at rates low enough where competitors could flourish? Certainly it was, in light of the fact that America had
just protected ATBT from all competition for 100 years until it had become a wildly profitable behemoth. If
ATBT had reached that point in the face of full competition, that would have been a very different story.
SO, now we have an almost identical situation with the RBOCSs. They were protected from all competition
for over 100 years, allowed to become almost insurmountably powerful -and their networks were built on
a guaranteed-not-to-fail basis, no matter how inefficient at business they were, they had guaranteed profit.
Therefore it's perfectly appropriate that we use that ubiquitous network to benefit all competitors - and
therefore consumers - in local competiton just as we did in long distance. Let's not lose sight of that while

making tough choices.

The CLECs, ifallowed to continue to prosper and gain market share for the next several years with low
enough UNEP rates, will begin to reach critical mass in many small-to-medium cities and will build local
networks to serve clients even better, just as LD networks did in the early 90's. If you take away th
requirement for decent discounts and/or the requirement for certain critical service elements from ?hG UNE
Platform, such as switching, so CLECs could not then gain many clients very quickly, you would then
require the CLECs to go where for the money to build new networks? Wall Street? We've seen how viable
that is for the last 2+ years. Building local networks is much more complicated, time-consuming and costly
than building long-haul LD networks. Give UNEP time and you'll see itwork. We'll have multiple
competitive facilities all across America (except still not much wireline-based in rural areas). Don'tkill a
process that's working, as UNEP finally is. Instead. strengthen UNEP with requiring larger rural-area
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discounts from the RBOCs to the CLECs.

Finally, I see only two possible options to make real facilities-based competition work. The UNE-Platform
should be firmly and permanently established as a viable service option for competitive telecom carriers,
which will lead us relatively quickly into much more facilities competition since CLECs will actually have
real customers, real cash-flow & real profits with which to justify the tremendous investment local facilities
require

Or you could break the RBOCs into two separate entities, wholesale and retail -which is actually my
strongest preference, but | don't hold much hope that Congress andlor the FCC & PUCs will take this
step. That's why | put so much time above into "voting" for UNEP, it seems quite realistic to be continued
as is andlor improved and is the only real hope other than separation.

But, as for Structural Separation: combine all the wholesale entities nationwide into one huge Network
Provider that is allowed to charge exact costs to maintain and build out the network as needed by any
Retail LEC, but make no profit. All Retail LECs would then buy at the same costs for all elements as any
other LEC, Bell retail included -they pay the same cost as all CLECs pay to the separate wholesale
Provider. Then you'll have true parity in competition (except that the Bell Retail entities would still have the
tremendous brand-name recognition advantage over all CLECs except AT&T). AND YOU WOULD
SUDDENLY SEE A MASSIVE SHIFT IN THE RHETORIC COMING FROM THE RBOCS!! If a Bell retail
unit (which Bell would make no difference) had to buy from the Wholesale Bell at the same rates as all
CLECs, say the current UNEP rates, suddenly Retail Bellwould NEVER make a claim that the UNEP
rates were too low, as they now claim, in fact they would claim they are too high, especially in the 14 US
Woest/Qwest states and rural areas

Thank you very much for your time and attention to this critical matter. And thanks for the time to read my
long discussion. | trust that you'll do the right thing for small businesses and consumers all across
America by supporting full UNEP.

Sincerely,

David A. McClure, President

TeleCom Consultants, Inc

Huntsville, AL

"The Finest in Telecommunications Services & Advice for over 12 years"
256-830-4549

Cell: 256-348-2907

cC. Kathleen Abernathy, Michael Copps, KM KIMWEB, Commissioner Adelstein
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From: Deana Corsetti

To: Michael Copps

Date: Wed, Feb 5, 2003 5.04 PM
Subject: SAVE UNE-P

<<UNE-Platform Letter Michael Copps.doc>>

Deana M. Corsetti

Access One, Inc.

Post Sales Marketing Representative
P: 312 441-1000 ext. 935

F:312 441-1010
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Alccess/ ne

February 5", 2003

Dear Commissioner Michael Copps:
I ask your support for the continued availability of the "UNE-Platform."

My company. Access One. offers local telephone service in select SBC territories. The
company has achieved increasing success largely because it utilizes the combination of
“unbundled network elements" — the UNE-Platform -to serve customers. Itis absolutely
critical that we have continued access to the UNE-Platform to remain competitive.

Unfortunately, the Regional Bell Operating Companies have launched a full-scale attack
on the UNE-Platform, realizing it is a major threat to their continued market dominance.
Their strategy is to impose certain restrictions on individual network elements that would
destroy the competitive value ofthe UNE-Platform. [fthe RBOCs succeed. it will all but
end any chance for consumers to enjoy the benefits o f meaningful competition in local
phone service.

Please oppose any ettort at the Federal Communications Comimission or at state agencies
to limir the availabilite of the UNE-Platform. The UNIE-Plaiform should be firmly and
permanentiy established as a viable service option for competitive telecom carriers,

Thank you very much for your time and attention to this important matter.

Sincerely,

Deana M. Corsctti
Post-Sales Marketing Representative
Access One Incorporated
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From: Deanne Costanzo

To: Michael Copps

Date: Wed, Feb 5, 2003 4.24 PM
Subject: <No Subject>

Thanks!

Deanne Costanzo

Access One, Inc.

820 W. Jackson, Suite 650
Chicago, IL 60607
312-441-9955 (Direct)
800-804-0940 x. 955 (Toll Free)

888-744-0512 (Fax)
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Alccess/ne

February 5% 2003

Dear Commissioner Michael Copps:
lask vour support for the continued availabilily of the “UNE-Platform.”

My company. Access One. offcrs local telephone service in select SBC territortes. The company has
achicved imcreasing success largely becausc if utilizes the combination of “unbundled network elements™ —
the LINE-Platform -to scrve customers It is absolutely critical that we have continued access to the UNE-
Platform to remain compelitive.

Unlortunaicly, the Regional Bell Operating Companies have launched a full-scale attack on the UNE-
Platlorm. realizing it is amajor fhrcat to rheir continued market dominance | heir strategy is lo impose
certain restrictions on individual network elements that would destroy the competitive value of rhe UNE-
Platform. 1fthe RBOCs suceeed. it will all but end any chance for consumers to enjoy fhc benefits of
meaning ful competition in local phone scrvice

Plouse appose amy cfTort al the Tederal Comnumications Commission or at slate agencics p limin the
availubifity of the UNE-Platforn The UNT -Plattornn should be irmly and penmanently established asa
viable scrvice oprion for compentive elecom carricrs,

I hank ¥ou very much lor your me and attention Lo this imporiant maticr

Stncerely.

Deanne Costanzo
Accounts Receivables
Access One Incorporated
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From: Deborah Powell

To: Michael Copps

Date: Thu, Feb6.2003 8.03 AM
Subject: UNE-Platform SUPPORT

Dear Commissioner Copps:
Please support the UNE-Platform. | have attached my letter for your consideration.

Thank you,

Deborah F. Powell
Carolina Telecom

Tel: 864-306-9900

Fax: 864-859-7592
dpowell@carolinatele.com


mailto:dpowell@carolinatele.com
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February 5,2003

Dear Commissioner:
I ask your support for the continued availability of the "*UNE-Platform."*

My company, Carolina Telecom, Inc.. offers local telephone service in South Carolina, North
Carolina. Georgia, and other states in the southeast. The company has achieved increasing
success largely because it utilizes the combination of “unbundled network elements" - the UNE-
Platform - to serve customers. It is absolutely critical that we have continued access to the LUNE-

Platform to remain competitive.

Unfortunately, the Regional Bell Operating Companies have launched a full-scale attack on the
UNE-Platform, realizing it is a major threat to their continued market dominance. Their strategy
is to impose certain restrictions on individual network elements that would destroy the
competitive value ofthe UNE-Platform If the RBOCs succeed, it will all but end any chance for
consumers to enjoy the benetits of meaningful competition in local phone service.

Please oppose any effort that will limit the availability of the UNE-Platform. The UNE-
Platform should be firmly and permanently established as a viable service option for
competitive telecom carriers.

Thank you very much for your time and attention to this important matter.

Sincerely

Deborah F. Powell
President
Carolina I'elecom, Inc.
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From: Dial, Patrick

To: Michael Copps

Date: Wed, Feb 5,2003 4:44 PM
Subject: Save UNE P

> << OLE-Obj..>>
-]

>

> 115 Stevens Ave.

> Valhalla. NY 10585
>

February 5,2003

Dear Commissioner Michael J. Copps:
I ask your support for the continued availability of the "UNE-Platform."

My company, BridgeCom International, Inc.,offers local telephone service
in NY. NJ. and MA. The company has achieved increasing success largely
because it utilizes the combination of "unbundled network elements” -the
UNE-Platform - to serve customers. It is absolutely critical that we have
> continued access to the UNE-Platform to remain competitive.

>

> Unfortunately, the Regional Bell Operating Companies have launched a
> full-scale attack on the UNE-Platform, realizing it is a major threat to

> their continued market dominance. Their strategy is to impose certain

> restrictions on individual network elements that would destroy the

> competitive value of the UNE-Platform. Ifthe RBOCs succeed, it will all
> put end any chance for consumers to enjoy the benefits of meaningful

> competition in local phone service.

>

> Please oppose any effort that will limit the availability of the

> UNE-Platform. The UNE-Platform should be firmly and permanently

> established as a viable service option for competitive telecom carriers.

>

> Thank you very much for your time and attention to this important matter.
>

VV VYV VY VY VVVV V VYV

> Sincerely,
>

>

>

> Patrick Dial

> Agent Sales Manager

> BridgeCom International. Inc.
>



Sharon Jenkins - UNE-P Page 1

From: district35@sov.state.va.us
To: Michael Copps

Date: Thu, Feb 13,2003 11:48 AM
Subject: UNE-P

Please see attached letter from Senator Richard Saslaw. Minority Leader,
Senate of Virginia.

(See attached file: Copps.doc)

Janet Muldoon
Legislative Assistant
District 35

Senate of Virginia
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February 13,2003

Dcar Cornissioner Copps:

My constituents who arc consumers of local phone services, and for that matter nearly all
Virginians. have been waiting seven years to get the lower prices and expanded services that
were supposed to come when the Telecom Act of 1996 declared the Bell companies’ regional
inonopolies open to competition. Now. just as local phone competition is beginning to take hold
in some states and consumers are receiving tangible benefits, it looks like the FCC is ready to
pull the rug out from under wide-spread competition and actually strengthen Veriron's
monopoly.

This would happen ifnew rules were promulgated that overturn the Telecom Act
requircment that the Bells offer competitors access to the unbundled network elements platform
(UNE-P) at reasonable wholesale rates under reasonable terms and conditions. As you know,
this leasing arrangement has facilitated virtually all o f the non-business local phone competition
that's taken root so far. Consumers in many states now enjoy lower phone prices and better
value because ofthe availability of UNE-P. We want this in Virginia, but it will not happenin
our lifetimes ifthe FCC Kills these network-leasing requirements and stifles competition along
with it. And while CATYV does offer the prospect ofan alternativeto Verizon's services, the
cable industry continues to aggressively pursue bundled services that include telephone as part of
an entertainment package. but for obvious reasons do not appeal to all Virginians. First
prospective customers must have cable access, then they must be able to afford the bundle of
services: continuation of LINE-P does not impose these restrictions/pre-conditions on the

consumer.

Sincerely,
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Richard L. Saslaw
Minority Leader
Senate of Virginia
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From: district37 @sov.state.va.us
To: Michael Copps

Date: Wed, Feb 5, 2003 2:14 PM
Subject: UNE-P Rules

The Honorable Michael J. Copps
Commissioner
Federal Communications Commission

Re. UNE-P Rules and Local Phone Competition.
Dear Commissioner Copps:

I am writing to encourage the Federal Communications Commission to
foster competition in the local telephone market by preserving the
requirement set forth in the Telecommunications Act of 1996 (the "Act")
that the former Bell Operating Companies offer competitors access to the
unbundled network elements platform ("UNE-P") at reasonable wholesale rates
under reasonable terms and conditions.

Any effort to restrict UNE-P line sharing rules will choke off the
only feasible avenue for competition for local telephone service. Itis my
understanding that the two other methods available to competitors under the
Act, either building a parallel network or purchasing services from a Bell
for resale to consumers, have proven to be economically unrealistic in the
marketplace.

While cable television may offer an alternative for local phone
service. only some consumers will find cable a viable option. Many
consumers either do not have access to cable or are uninterested in (or
cannot afford) the bundled services (entertainment packages that include
telephone service) currently offered by the cable industry.

Consumers in many states now enjoy lower phone prices and better value
because of the availability of UNE-P. My constituents and other Virginians
throughout our Commonwealth, however, are still waiting for the most part
to obtain the lower prices and expanded services that were expected from
the passage of the Act. Virginia's State Corporation Commission should be
permitted to establish UNE prices in Virginia. Fair and reasonable UNE
rates will open up true competition in the local phone market with better
prices and more choices for consumers.

Sincerely,

Ken Cuccinelli

Senator, 37th District
Commonwealth of Virginia
(804) 698-7537

P.O.Box 684

Centreville. VA 20122
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From: Don Walsh

To: Michael Copps

Date: Thu, Feb 6, 2003 9:47 AM

Subject: Please don't destroy what we have built

February 6,2003

Dear Commissioner Michael J. Copps:
I ask your support for the continued availability of the "UNE-Platform."

My company, Cornerstone Telephone Company, offers local telephone service in
New York State. The company has achieved increasing success largely because
it utilizes the combination of "unbundled network elements" - the

UNE-Platform - to serve customers. It is absolutely critical that we have
continued access to the UNE-Platform to remain competitive.

Unfortunately, the Regional Bell Operating Companies have launched a
full-scale attack on the UNE-Platform, realizing it is a major threat to
their continued market dominance. Their strategy is to impose certain
restrictions on individual network elements that would destroy the
competitive value of the UNE-Platform. If the RBOCs succeed, it will all
but end any chance for consumers to enjoy the benefits of meaningful
competition in local phone sewice.

Please oppose any effort that will limit the availability of the
UNE-Platform. The UNE-Platform should be firmly and permanently established
as a viable service option for competitive telecom carriers.

Thank you very much for your time and attention to this important matter

Sincerely,

Donald Walsh
COo.0
Cornerstone Telephone Company
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From: Eric DeGonia

To: 'Eric Degonia’

Date: Wed, Feb 5,2003 11:17 PM
Subject: SAVE UNE-P

Eric DeGonia

ResourceSys

2429 Compadre Drive

Santa Rosa, CA 95405
888-295-7659 Toll Free Office
707-545-4501 Local
888-895-8215 Toll Free Fax
http //www.resourcesys.com

Spectel Audio Conferencing Bridges

Polycom Audio & Video Conferencing Systems
Avaya Telecommunications Equipment
Plantronics Headsets

THE INFORMATION CONTAINED IN THIS E-MAIL MESSAGE IS INTENDED ONLY FOR THE
PERSONAL AND CONFIDENTIAL USE OF THE DESIGNATED RECIPIENTS. This e-mail message
and/cr any attachments thereto may be confidential, legally privileged, andlor exempt from disclosure
under applicable law. If the reader of this message is not an intended recipient, you are hereby notified
that any review, use, disclosure, dissemination, forwarding or copying of this e-mail message andlor
attachments or taking of any action in reliance on the contents therein is strictly prohibited. Please notify
ResourceSys immediately by reply e-mail or telephone, and delete the original message and all
attachments from your system. Thank you


http://resourcesys.com
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Wednesday February 05, 2003

Dear (Commissioner, Representative. Senator):
I ask your support For the continucd availability of the “UNE-Platform.”

M3y company. ResoureeSys. offers local telephone service in Northern America. The company has achieved
increasing success largefy because 1 ulilizes the combination of “unbundled network elements™ — the LINE-Platform
- to serve customers. It isabsolutely critical that we have continued access te the UNE-Platform to rcmain
compehilive,

Untortunalely, the Regional Bell Operating Companies have launched a full-scale attack on the UNE-Platform.
realizing il is a major threat to their continued market dominance. Their strategy is to impose certain restrictions un
individual network elements that would destroy the competitive value of the UNE-Platform  1fihe RBOCs succeed,
i will all hut end any chance for consumers to enjoy the henetits ol meaningful competition in local phone service.

Please oppose any effort that will limit the availubility ofthc UNE-Platform. Ihc LINE-Plalform should be firmly
and permanently established as u viable serviec option lor competitive telecom carriers.

Thank you very much for your time and attention to this important matter

Sincerely

Lrie DeGonia
President
ResourceSys
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From: Fagin. Robert (Exchange)
To: Fagin. Robert [Exchange]
Date: Fri. Feb 7, 2003 11:49 AM
Subject: ATBT [T): Bear Stearns Report- "ATBT Without UNE-P: Scenario Analysis"

Attached, please find our report on ATBT Corp., "ATBT Without UNE-P:
Scenario Analysis".

Key Points:

ATBT WITHOUT UNE-P? The FCC's final Order on which network elements
(UNEs) the RBOCs need to wholesale to competitors is fast approaching.
Thus, we believe investors will place increased focus on what ATBT's
contingency plans will be if switching availability is phased out by the
Commission, given that local represents 15% of ATBT Consumer 2003 revenue,
by our estimate.

UNE-L MORE EXPENSIVE TO OPERATE. A UNE-L-based local businesswould
be far more expensive than a UNE-P-based business to operate. By our
estimation, it may be impossible for ATBT to make money on the local portion
of sewice using UNE-L. However, given the strategic importance of local to
ATBT, we believe the company will not exit the local market. ATBT could
rely on its own network of switches, use switches of other CLECs. or even
lease switching capacity from the RBOCSs at negotiated rates in a UNE-L
scenario. Service resale may also be an alternative.

* HOT CUTS AN IMPORTANT REGULATORY CONSIDERATION. Any use of a
UNE-L-based platform will occur only if the FCC offers specific safeguards

in its forthcoming UNE Order providing for timely, accurate, and

cost-effective hot cuts.

VALUATION IMPACT IS MINIMAL. From a valuation perspective, we
believe the market has assigned little value to AT&T's Consumer unitas a
whole. Thus, in the final analysis, even if ATBT were to stop offering
local service altogether (which seems to be the extreme scenario), the
impact on the stock should be minimal.

<<BSC ATBT Report02-03.pdf>>
Bear Stearns U.S.Wireline Services Equity Research
Robert Fagin/ 212-272-4321 / rfagin@bear.com

Grace Y. Lee/212-272-5201 I glee@bear.com

Michael E. Love, CFA{ 212-272-9216 f mlove@bear.com

Mike McCormack. CFA / 212-272-4117/ mmccormack@bear.com
Bernadette H. Morris/ 212-272-4991 / bmorris@bear.com

Steven L. Randall / 212-272-9408 / srandall@bear.com

Recent Bear Stearns U.S. Wireline Services Reports & E-Mails: Please Call or
E-mail Us For Copies
02/10/03 - ATBT - ATBT Without UNE-P. Scenario Analysis
02/06/03 - Industry - Bear Stearns Telecommunications Regulatory
Update (Qwest UNE-P Proposal)
i 02/05/03 - Sprint Corp. - Revenue Down, But Cash Flowing
02/04/03 - Time Warner Telecom - Fundamentals Remain Weak

Page 1
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AT&T Corp.

(T-18.57)

AT&T Without UNE-P: Scenario Analysis

n ATBT WiTH ouT UNE-P? The FCC's final Order on which network

elements (UNEs) the RBOCs need to wholesale to competitors is fast
approaching. Thus, we believe investorswill place increased focus on
what AT&T's contingency plans will be if switching availability is
phased out by the Commission, given that local represents 15% of
AT& T Consumer 2003 revenue, by our estimate.

UNE-L MORE EXPENSIVE TO OPERATE. A UNE-L-based local
businesswould be far more expensive than a UN E-P-basedbusinessto
operate By our estimation. it may be impossible for AT 8 T to make
money 0N the local portion of service using UN E-L How ever, given
the strategic importance of local to AT8 T, we believe the company
will not exit the local market AT & T could rely on tts own network of
switches, use swilches of other CLECs. or even lease swilching
capacity from the RBOCs at negotiated rates in a UNE-L scerario.
Service resa@e may also be an alternative.

HOT CUTS AN IMPORTANT REGULATO Ry CONSIDERATIO N. A ny use
of a UNE-L -based platform will occur only if the FCC offers specific
sdeguards i its forthcoming UNE Order providing for timely,
accurate. and cost-effective hot cuts.

VaLuaTio N IMPACT Is MINIMAL . From a valuation perspective, we
believe the market has assigned little value to ATBT's Consumer unit
as a whole. Thus, in the final analysis. even if ATBT were to slop
offering local service altogether (which seems to be the extreme
scenario), the impact 0n the stock should be minimal.
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AT &T CORP. (T-18.57)

BEAR
STMARNS

Company Descr iption:

AT&T  Corp provides voice  data and  video
cammunic ations services fo large and small busines ses
consumers and government entties AT&T and its
subsidiaries fumish domestic and intemmational long
distance regional and local communic ations services
and Internet communic ations services ATAT  also
provides directory and calling card services {0 suppor 1ils
comm unic atons bus ines e

. CAPITALIZATION (2/4/03)

$ Mil. %
Nel Debt 14 580 50.3
Market Equily 14,410 49_7
TOTA L 28,970 100.0
Kev FinanciaL RaTios
Nel DebtMarket Equily “161.0%
ROA LTM (10 2)%
ROE LTM (33 14)%
VaLuaTION

2002 2003E
Price/Earnings 14.7x% 10, 0x
Enterprise Value/EBITD A 3 1x 3.4x
BENCHM ARKS

2002E 20C3E
S&P 500 17.9x% 16.3x
FP/E Relalive lo Markel Q8= Q 8x

Key Upcomi ng Event s/Devel opment s:

w Februar y 13, 2003 FCC meeling likely vote on UNE
Order

ATATLORP COM MEW

Cidk v 4 Tog
|_ RN Tt \“!n
a ]
. w
N
' ELE
- S ORI S X
Source FactSet Research Systems Inc
QUARTERLY EARNING S PER SHARE
2001 2002 2003
March 81 32 30 60 30 50
June 048 Q80 053
September (2 681 067 045
Dec ember 0 791 0.37
YEAR (0 913 %1 26 $1 BS

FINANCIAL SUMMARY

(% in millions excepl per share data)

Diluted EPS from

Year - [ Ne RBAP Comig

Ed Ben how f  Esm %l how M how EPS G
2003E 534,621 326 699 7.1% 8,357 24.1% $3,456 10.0%  $1,438 $1.85 5185
2007 37,827 29,464 77.9 8,361 22.1 4,351 11.5 963 {17.08) 1.26
2001 42 187 33,576 796 8.621 20.4 7.832 18.6 71 12,51 .91

All pricing is as of the market close on February 4. 2003, unfess otherwise indicated.

Page 2 ATBT CORP ATAT WiTHOUT UNE -P — SCENARIO ANALYSIS
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BEAR
STRARNS

AT& T Without UNE-P: Scenario Analysis

Today, the regiona Bell operaing companies (RBO Cs) must wholesale certain of
ther kef network elementsto competitors. Collectively, these lements are known
as UNE- P, or the unbundled network element platform (seeExhi bit 1).

The Federal Communications Commission is currently concluding its Triennial
Review of which network elementsthe RBOCs must continue to provide. It is
widely specuated that the requirement|o offer unbundled switching lo competitors
will be phased out {at lead in certain crcumstanceg when the FCC issues its find

W on the UNE issue.
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INVESTM ENT RISK S

VaLamo N

E Aftra ctive Valuation. Our sum-of-the-parts model assigns what we consider to

E

be consavative multiples to AT& TS major business segments. We asdgn a1.0x
multiple lo the company's 2003 Consumer EBITDA and a 4.5x multiple to
Business EBITDA. resulting in an overall target multiple of 4.0x 2003 EBITDA.
On a PIE basis. our valuation would imply a 20% discount to the S&P 500. The
cash flow yield of 22% 1s also noteworthy. Our pnce target of $25 implies
upside of more than 30% from current levels.

Strong and Leverageable Brand Name. AT&T currently serves about 50
million consumers and four million business customers AT&T's brand name 1s
recognized worldwide, providing the company with the scale to effectively attract
custom ers and roll out new products.

Economic Weakness. A weak enterprise spending environment wuld continue
to pressure sales.

Consumea Market Pressure. The strain of technology substitution, RBOC
entry into the long distance market, and polential changes to the regulatory
environment impair visibility and create risk. In addition. lower-margin
products, such as prepaid cards, are being substituted for traditional service

Margin Crosova. Margins are further pressured by a decline in higher-margin
vorce products and growth in lower-margin data/lIP revenue. A mix shift from
retail la wholesale 15 having a similar impact

Repricing of Contracts. As enterprises renew long-term contracts with AT&T,
they do so at less atlractive prices.

Our target price of $25 i5 based an a sum-of-the-parts valuation (outlined in greater
detail on page 18) that assigns a 10x multiple to AT&T's 2003 Consumer EBITDA
and a 4 5x multiple to its 2003 Business EBITDA.

Page 4
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WE DouBT ATLT
W ouLb ABAND ON
LocAL MARKET IF
FCC PHaseED Our
SWITCHING FROM
AvAILABLE ELEM ENTS

$77:RXOG/LNHO\SHP DL QLQ/RFDO

While othw competitors may be forced to shy away from the local market if
switching is phased out. we believe that ATBT will contrnue to pursue the local
market due to the strategic importance of the sarvice and the scade already achieved
(e g., mid-teensmarket share in New Y ork). If switching were phasad out of the list
of required elements. ATBT could rely on its own network of 165 5E switches
(deploying additiond assds as nemessary), use switches of othw CLECs. OF even
lease switching capacty from the RBOCs at negotiated rates (if that option were
economically viable) to suppart a UNE- L-based model. An optimistic spectation
might be that ATBT could even use its network fabric to become a wholesale
provider of switch capaaty 10 other CLEC 5. Service resalemay also be an option.

Available Switching

According to a recent filing by SBC Communications, CLECs have deployed 1,300

circuit switches that can be used to serve local customers. This is essertially
consisten! with telecommunication market research firm New Paradigm Resources
Group's assessment that 1,221 CLEC voice switches were operational at the end of
2002. According to SBC's data, at least one CLEC switch exists in the wire centers
serving 84% of RBOC residential lines (and at least one switch in 78% of central
offices with more than 5,000 lines): at least two CLEC switches exist in the wire
centers serving 76% of RBOC residential lines (and at least two switches in 63% of
central offices with more than 5,000 lines).

([KLELW3HEAWWDJHRAHAIL QHLG: L UHRWHIEW UIB/(& V+DYHFTXLUHEBVRPHUV
TKURXJKIRUWHG1XPEHUV

IHUFHOWD JHRITZZMIFKHGSF FHVV/L QHVL Q:L UHEHEMMHEVEH
20HRUORUHBEEZL VMHY TZRRUORUME 6ZLVMHY
YX\WLQHY  5HAGHQWLDOTRWDO *X\M.QHY §HMGHQWL DOTRWDO
%H QO BRXWK T
4ZHVW
B%&
JHULJRQ
7278/

MR R
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OPERATING A UNE-L-
BASED LocAL
BUSINESS WILL BE
MORE EXPENSIVE

TH AN A UNE- P-Basep
BUSINESS

81(/{FRQRPLFV

The andysis below demgnslrates the differences in how costs are distributed in a
UNE -P versusa UNE-L model.

There arehlerally hundreds of variablesthal can be usedto determine a UNE- L COS
model (see Exhibit 5) Our model depicts somewhat lower costs assaciated with
supporting a UNE-L -basedconsumer loca model than models filed with the FCC by
ATBT and WorddCoem. Howevef all analyses {even our model with lower
assunptions than those of the IXCs} point in one direcion — a negative free cash
flow model for UNE- L service

([KLELWSRPH81{/BRILWDEL OLW\SDUL DEQHV

& /(& PDUN HWKDUH

8 KXUODYHUDJHF XVWRPHUO LIH

1XPEHURI OLQHV LOFHOWUDO RIILFH

KHWKHUF RVWRI & 6HT XLSPHQW DWWKHE& #{& TVVZLWFKL VWREHLOFOXGHG
KHWKHU82WRKXEKRPLQJLVWREHHPSOR\HGLIVRDYHUDJHOHQJWKRIWKHVHIDFL
VSHFLDODF FHYYDJUHHPHOWY

KHWKHUWKH&/ (& TVRZQWUDQVSRUWIDF LOLW LHVOUHXVH G

:KHWKHUDPL OLPXPFROORFDWLROVSDF HDJUHHPHOWL VLQSODFH

3U RSRUWLRQRIWKH5 % 2& TVGLJLWD OORRSF DU U LHU HTXLSPHOWWKOWL V.'/&

Our key assum ptions include the following:

(E ATBT has stated the ARPU for local service for ts UNE-P customers is $28-
$43 A recent TNS Telecoms/Yank ee Group study put average CLEC ARPU at
$39 (about $3 above the midpoint of AT&T's stated range). Furthermore. AT&T
has stated that it requires a gross margin of at least 45% to enter a local market
with an UNE- P offering. These factors drive our ARPU assumption of about $38
for both the UNE-P and UNE-L-based model, as well as our connectivity cost
assum plian for UNE-P. Our UNE-L connect ivity cost assumption is based 0n
regulatory filings and discussions with service providers. Conneclivily expense
is bolh a larger absolute and larger percentage of the total variable expense for
UNE-F.

CE The UNE-P sales expense s assumed to be lower due to lower breakage, and the
UNE-P customer care expense Is assumed to be less due to better provisioning
produc tivity and no field operations expense. In both the UNE-P and UNE-L
models, sales and customer care costs decline over time. For UNE-L. we have
also assumed Certain added engineering costs associated with deployment.

(£ The UNE-L model adds the recurring monthly charges for loop-to-colloca tion
cross connecls and assumes collocation is not already in place In some states
(such as California), Ihere is no monthly recurring charge for loop-to-colloca tien
cross connects. and very often. collocation is indeed already established (though
some cost would still need to be allocated lo local voice if the Space were thus
utilized). For example, SBC claims that 70% of its central offices with more than
5,000 access lines already have coflocation (though the extent is unclear).

BEAR STEAR NS 8 CO INC Page 7
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CE Our model assumes the lines in guedion are not being served by IDLC
(integrated digital loop carrier) equipment. The wst for a CLEC t0 savice a
customer on IDLC equipment is far greakr, lines sened from IDLCs require
extra andog/digital conversions (which, incidentally, could degrade the fideli ty
of the line andior prevent dial-up modem traffic from being camied). In some
cases, IDLC lines may not be able to beunbundled at all.

(E As noted, factors such as number of lines sefved at a particular central office,
market share, and customer chum rate affect the cod structure, Data filed by
ATBT with the Federal Communications Commission indicae costs could be
even higher than our genenc UNE-L model (though we note that we capture
som e labor costs in "s ales and engineering ,” whereas ATBT does not disting u
in its filing s between sales and engineering and capex costs with regard to UN
L infrastruct ure dep loy ment)

({KLELWORQWKO\B1(/ORGH Oh RVWS$QDOW LVE6HYHUDOSF HQD ULRV
&RVW $7TORGH O $TTORGHO %HDUBWHDUQV

SROORFDWHBRIARVY
1HW%DF NBEM WY
+RASoARY

7RWDO&RVW

=

RIIHULG

EEEREVPOEHDGAL QSO
TNV
ORIV |
ORI
RSN
NN K H

ARNE AR P

(E Our findings are consistent with filings by both SBC Com mumication s an
ATBT dem anst rating that CLECs would incur at least $10 more m lot at cos s pe
month (including sales. marketing , and engineering cost $) to serve analog i
custom ers using unbundl ed loops

CE Acwrd ng to an AT filing with the FCC. ATBT Consum er wou Id
"nev er catch up with the cash bum" if the company built loca | facilities befor
achi eving a broad base of local voice and DSL cust omers. This is cons stent w

our assum ption s

& The figures in our model represent assumptions for only the local portion
ATBT's All Distance (local plus long dis tance) consu mer product offering as w
attempt lo analyze the financial impact of a UNE-L-based offering versus ¢
UNE-P-based offering . Versu s standalone local, the actual econom ics of Al
Dista nce are improv ed by the addition of long dislance serv ice.

Page 8 AT &7 CORP * AT &T WrTHOouT UNE -P — SCENARIO ANALYSIS
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As evident from the above analysis, in a UNE-L-based model, significant capital
investment is required The capital spending figures incorporated in our model above
are further detailedin Exhibit 8.

Exhibil 9 plots these required expenditures on a diagram of a UNE -L -basednetwork.
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A ProcESs THAT IS

MANUAL , TeDIO US,
AND POTENTIALLY
PRONE TO ERRO R

+RWEXW5SHJIX OO FLDO SWRKEER QVLGHUDWLRQ

As discussad above. hot cuts refer lo removing a “liv e" customer circuit from a

Sew Ice prov ider's switch (such as an RBOC S) and migrating il lo another switc
(such as a com petitor's}. The hot cut process is manual , tediou s, and potenti;
prone lo error (see Exhi bit 10). CLECs have argued that if the hot cut system we
more efficient and/or more cost- effective, lThey would be more inclined to implem e
a UNE-L/faci lilies-based competitiv e model rather than rely on UNE-P. In other
words. these CLECs have maintaine d that if the system by which cirau its we
moved from RBOC switch es to lheir own were frictionless, they would have far le:
reas On lo use the unbund led netwe rk element platform. For this reason, CLECs h;
been lobby ing for the mandata ry implem ental ion of an electron ic loop provision i
(ELP) system that would eliminate the errors and lengthy tim efram e that hot cuts ,
prone 1o by autom ating the ent Ire cut over pro cess.

Althoug h we think there is little chance the FCC wil | mandate an ELP system ,we ¢
believe any successful migration to a UNE-L-based platform will occur only if th
FCC inclu des specific safeguards in its UNE Order providing lor timely. error- free
and cost effective hot cuts. Some in Washi ngton have even sugg ested that fo
phase- out of switching to occur in a particular market. an RBOC would need 1
spec ifically demonslra te. perhaps on a state-by-stale basis under the aegis of the
publ ic utilities commissio n, the timelines S and accuracy of its hot cut proc edur
much as lhe RBOCs were forced lo demonstra te that their markets were sufficien
open 1o com petition before the FCC granted Ihem the ability to offer long disl an
sew rce

([KLELWEWHSVLOWKH+RWBXW  3URFHVV

TEWHS  THFRQLFLDGJAWYF CEGAYTRBMILEUE O H SO0 WD
BWHS THFKQLFLDOWA\SHVL GHR FERGBEREVWBHIRBEAU
EWHS 7HFKQLFLEMH Y MR SRZRBRGHU

BWHS  7HFKOLFLBMERQGRE1( &HWWRHNXHRED L WIRWMEBLFEWR RIHY LF P
5%28VRE/( 8

BWHS THF KQLF LDGF RBGEE WK HNAILA KH AFEWORR S LV BEALIFGYRU

BWHS 7HFKQLFL DBZDUREDL QG LEWW BRI YWRORF BEReMQGVRIMXRERU
FXW

BWHS 7HFKQLFLDQORFIRAEREDERIMXPSHU

6WHS 7HFKQLFLDQORF DWPRYBEQORIMXFRAOLHFWHGWRW BHDHED

BWHS 7HF KQLFLDQORFCMPRYBRQGR IMXFRDOHF WHGAPAWHRHQAJHTXLSPHOQW
BWHS THF KQL FLDQSODRREMEN0')

BWHS 7HFKQLFLDQZ HHHWRIJKF DE OAMARIE KW LHF DEBAWHREKL SPHQW
BWHS 7HF KQLFLDQF R QQ HRASERHEDFPH WRW L HF DEORNINEIHQW

BWHS 7HF KQL FEBQG X FAASE WHIRAHL WD R RENEH HEXWFRLH A& VZLWFK
SRW

BWHS 7HF KQLF L DI F X WRKWHEEF ORVIRGEHDRQGARW LHEAWHQWHU
O

Page 12

AT&T CORP AT&T WITHOUT UNE -P — SCENARICANALYSIS

Page 12



Sharon Jenkins - BSC ATLT Report02-03 pdf

WE BELIEVE AT&T

CAN GAIN 34

MiLLio N LocaL
CUSTOMERS BY YEAR.
END 2003

In this Section, we discuss our model for forecasling ATBT's success in lhe
consum er local market

In 2002, ATBT Consumer Services dramatically expand ed its local residential
sewice customer acquisition program At the beginning of 2002, ATBT sold local
wiregline telephony sewice primarily in two slates (New Yolk and Texas) and had
more than one million customers. By the end of the year, ATBT was marketing local
service in more lhan eight States represenling approximately 45% of RBOC lines, and
ended 2002 with about 2.4 million ¢customers. ATBT's new competitive posture was
the direct result of reduced UNE-P prices in key stales

MarketEntries Increased. But ATBT Will Remain Selective

In 2003, ATBT s likely to maintain its slate-by-stale strategy for offering local
service, which will continue to be driven by the level of the UNE-P discount. The
company states that it generally requires a 45% gross margin (revenue less UNE-P
connec hivity costs) to enter a new local market ATBT plans to offer service in a
total of 14-17 markets by year-end 2003, covering 70% of RBOC access lines, and is
targeting 35 million "All Distance" customers by year-end 2003. These plans are
predicaled On the ability to continue offering a UNE- P-based Solution.

ATBT's entry has not been spread evenly across the RBOCs. ATBT has not entered
any Qwest stales. has enlered only one BellSouth state (Georg ia) representing 14% of
that RBOCs lines, three Verizon states (representing 41%nes excluding the
former GTE lerritories), and five SBC stales (represenling 77% of thal RBOC’s
lines) Inthe third and fourth quarters of 2002, ATBT maintained an advantage in
marketing local services in new states relative 1o lhe RBOCs gaining long distance
entry This situation will reverse m 2003 as the RBOCs gain long distance entry in
all of their states.

BEAR STEAR NS & CO INC Page 13
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ATBT generally focuses on urbar'sububan areas once it begins to offer loca

residertial service within a stat? We estimate 69% of ATBT's UNE-P-based
custom ers are in urba n/suburban areas. Most states have several UNE-P rate zor
and UNE-P rales are typica lly lower in areas where the popul ation is more dense.

Respect able Share Gains to Date

Despi le ATBT's limited geographi c locus. investors were hoping that the com par
could make a sizable push into the loca | market after ils impress ive third-quart er
add performance (more than 100% sequ ential growth in net adds) and its muc
touted Michtg an market share gains, but fourth-quark r net adds of only 500.01
{25% sequenlial growth 1n nel adds) despite entry into California (the largest loc
veice market in the US), and 2003 guidance for net new customers were bot
disap pointing . In New York, where market shares have stabilized somewhat, AT&
has gained a mid-teens share of the local market. Althoug h the RBOCs hav
typica lly captu red Iwo and a half to Ihre e times the market share of the long dista 1
market than the IXCs have of the loca | market. it appears that ATBT and cther
CLECs have captured higher-value local cus tomers who spend three times more i
the LD custom ers of the ILEC.

AT&T share gains over time have varied by state.ranging from Texas. where after

months the com pany had less than 6% share, to Michigan. where it gained a 7% sh
in eight months  Some of this disparity 1 a func lion of UNE-P pricing in a give
stale at the lime of ATBT's entry into the local market. The timmig of ATBT entry
into the loca | market relative to an RBOC's entry into a long distance market als
affects lhe spe ed of sharegains for ATBT. In Texas, AT&T entered the local marke
al the same time as SBC entered the long distan ce market. In Michig an, AT&"

Page 14
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entered the local market before SBC entered Lhe long distance market Mo st of

ATE&T's recent slate entries preceded the RBOCs' long distance entry. In four of the
five States ATBT entered in 2002 (Ohio, lllinois, California, and New Jersey) ATBT
previously claimed market share gains were 0N a steeper trajectory than they were in
Michigan, bulthe rate of gain appears to have slowed.

If AT&T's share gamn in the four slates previously mentioned had continued at the
Michigan rate of growth, ATBT would have produced closer lo 800,000- 960,000
new local consumer lines in fourth-quark r 2002 rather than the reported 500,000-line
gain.

Based on a regression analysis of ATBT's historical market share success, the
company should have gained another two lo three million local service Customers mn
2003. to reach five to s million customers by year-end Instead. ATBT gained
500,000 consumer local lines in the fourth quarter of 2002 and expe cis (¢ add only
another 1,000,000 in 2003. Given ATBT's fourth-quarter line gains and 2003
forecast, it appears the rate of growlh in consumer local has slowed considerably.
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Our Local Forecast

Our forecast for 2003 assumes that AT& T operates in an enwironment close to

today's but considers lhat the RBOCs will have entered the long distance market
every slate . Our forecast also assum es that 1) RBOC switches will continue lo
available to ATLT. 2) there will be no aggressive RBOC pricing and i3k sny

ATBT new slate entry occurs late in the year (aside from the com pany's recent ent
mie Washing ton D.C and Indiana): earlier slate entries would prov ide some upsic
to our forecast. Exhib it 15 outl ines some of the olher scenarios that might affe
AT &T's local strategy and performance inthe long term
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Financial Impact

Mark et research indicaes that the CLECs are gaining local customers who spend
more 0N averap 0n locd sendce than the averap RBOC customer. The averap
CLEC reddertial bill for local is more than $39 per month compared to the averap
ILEC bill of $36 per month. according to TNS Tdemm. The averap long distance
bill of anRBOC is $13

Given an esimated average local bill of $38 and our line gain esimates,AT& T could
gmerak $1.3-$1.4 billionin local services revenue in 2003, and fourth-quarter2003
annudized revenue of more than $1.5 billion AT& T has stated that residential
customers break even somewhere between seven and 17 months. Al the current
growth rate, AT& T may not break evenin local sgvice until late 2003 or ealy 2004
In a scenario whwe ATBT 1s forced lo migrate customers or begin seving new
customers using UNE-L instead of UNE-P, local savice profitability will be even
more delayed

On a revenue bass, our forecast indicaks that loca wil | bemme a growing share of
AT&T's Consumer busin ess We estim ate local will comprise 15% of ATBT's
Consum er revenue in 2003 (see Exhi bit 17).

{IKLELW{VWL PDWHGS773RQVXPHUIRF DOSHUYL FHORGHO
4 4 4 4 4

Y HUDJHSH YHQ XH&XV WRPH UORQW K

$YHU DJHILOHVPLOOLR QV

TRWDO5HY HOX HLOPLOOLROV

$Q OXO OL] HG SHYH GXHLQP LO OLR QV

(VWLP DWH G4 XDUWHU OVURVYODUJLG#LQPLOOLR QV

6RXUFH& RPSDAUHS RUWVY%LHDUEW HOU QVARQFHVWLE OwWHV

{[KLELW(VWL PDWHGEDURH U YL FHYBYEH QWDJHRIZRWDOARQVX PHUSHYHQXH
4 4 4 4 4

377 ARQVXPH USHYHOXH LOQPLOOLR QV
/IRFDOTRWDOS&RQVXPHUSHY HOX H

BRXUFH% HOUSWH DUQV &R.QFHVWLP DWH v
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Valuation Impact

From a valuation perspective, we believethe markel hasassgned little lo no value to

AT &T's Consumer unit as a whole. Thus, in the fin al analy sis, even dire prediction
of AT&T shuttering its local service — or even its entire Consumer unit — shoul
have a minimal impact on share value, in our cpi nio n.
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LAWERU DOQQWKHU

185 k- 4 L |

6RXUFH% HDUEWH DUQY &R,QFHVWLP DWH V
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Thisreport has been prepared by Bear, Sleams & Co. Inc.. Bear, Steams international Limited, or Bear Sleams AsiaLimited
(logether wilh their dfiliates. "Bea Slearns”) as indicated on the cover page heseof |l you are a recipient of this
putlicalion in the Uniled States. orders in any securilies referred to herein should be placed with Bear, Slearns & Co. Inc
This report has been approved for public dicn in the Uniled Kingdom by Bear, Slearns International Limiled, which is
regulaled by the Uniled Kingdom Firancial $ervices aulhority . This reporl is not intended for private cusiomers in the
Unite d King dom. This report is distributed in Hong Kong by Bear Stearns Asia Limited. which is regulated by the Securilie s
and Fulures Commission of Hong Kong. Addiliona inf ormation is avalable upon request.

Bear Slearns and its employ ees. officers. and direclors may have positio ns and deal as prin¢ipal in Iransactions involving Ihe
securitie s referred 1o herein (or oplions or other insliruments rejated thereto), including posilions and transactions conrary to
any recornmendali ons contained herein. Bear Stearns and ils employees may also have engaged in transacions with issiers
identilied herein.

This public ation does nol constitule an cff er or solicitation of any iransaction in any secunties referred to herein. Any

recommendalion contained herein may nol be suitable for @t invesors. Aithough the inf ermation contasned herein has been
obtained from sources we balieve 1o be reliable, its accuracy and completeness ca nnol be guaranteed. This public alion and
any recommendation contained herein speak only as of |he date hereof and are subject lo change without nolice. Bear
Slearns and its affiliated companies and employees shal have no oblig alion to update or anend any information conlained
herein

This public ation is being furnished to you for informational purposes only and on the condition that it will not form a
primary basis for any invesiment decision. Investors must make their own determination of the appropriateness of an
investment in any securities referred 1o hesein based on Ihe legd, tax. and acc ounling consideraions applicable lo such
inv estors and Iheir own investment stralegy. By virtue of this publication, none of Bear Stearns nor any of its employ ees
shall be responsible for any invesiment decision. ' 2003. All righls reserved by Bear Stearns.

This reporl may discuss numercus securitie s, some of which may nol be qualif ied for sde in cerlain staes and may therefore
not be offered lo inv estors in such states,

NOTE TO ACCOUN T EX ECUT IV ES: For securilie s Ihat are not listed on the NYSE, AMEX . or Nasdag National Market
System, check lhe Compliance page of the Bear Slearns Inlranet site for Stale Blue Sky dala prior to sdlicitin g or accepting
ordersirom clients
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Disclos ures

Ratings for Swocks {vs analyst coverage universe)

Outperform (©) — Stock 1s projected to outperform analysts industry coverage universe over the next 12

months

Peer Perform (P) — Stack 1s projected to perform approximately in line with analysts Industry coverage

urverse over the next 12 months

Underperform {U} — Stock I1s projected to underperform analysts industry coverage universe over the next
12 months

Ratings for Sectors (vs regional broader market index}

Market Overweight (MO) — Expect the industry to perform better than the pnmary market index For the
region over the next 12 months

Market Weight (MW} — Expect the Industry to perform approxim ately in line with the primary market
index lor the region over the next 12 months

Market Underw eight [MU) — Expect the industry to underperform the prnimary market index for the region
over the next 12 months

Bear Stearns & Co Inc ratings distribution as of January 15 2003 (% rated com panies/3% banking client in

the last 12 months)

Buy [Outperform) 350%/ 21 7%
Neutral (Peer Perform ) 43 5%/ 14 7%
Sell (Underp erform } 19 1%/ 7 6%
Not Rated 2.4%/ 32 0%

The costs and expenses of Equity Research including the compensation of the analyst(s} that prepared this
report are paid out of the Firm s total revenues a portion of which i1s generat ed through investment banki ng

activ ities

T Bear Stearns 1s associaled with the special ist that makes a market in the options of this 1ssuer and such
speci alist may have a position (long or short) and may be on the oppos: le side of public orders in such

options
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From: FERGUSON. TERRI

To: Michael Copps

Date: Tue, Feb 11,2003 9:52 AM
Subject: FCC vote on UNEP

> For the health our nation's communication system, the majority of

> industry employees

> and shareholders | strongly urge FCC Commissioners to approve Chairman
> Powell's

> proposal to phase out UNEP under FCC control, not state regulators.

> Private industry

> should no longer be expected to subsidize other telecommunication
>companies, both

> large and small. CLECs have gone out of business and others still

> operating collectively

> owe RBOCs millions of dollars that will never be collected. Just as we

> experienced with

> homeowner insurance premiums here in Texas, the costs will ultimately have
> to be passed

> on to consumers. The current structure does NOT benefit consumers in the
> long run as

> it was designed to do. Infact, it does the opposite. lItis false

> competition that has

> created of loss of over 500,000jobs, and over $1 trillion in shareholder

> value. Let's stop

> bad policy now, with the hands qualified to do the job -- THE FCC.

>

> Terri S. Ferguson

> Financial Consultant

> A G. Edwards & Sons, Inc.

> terri.ferguson@agedwards.com

> www.agedwards.com/ic/terri ferguson

> 281 374 6800

> 800 388 5468
>

>

Notice: Since e-mail messages sent between you and A.G. Edwards &
Sons, Inc. ("AGE") and its employees are transmitted over the
Internet, AGE cannot assure that such messages are secure. You
should be careful in transmitting information to AGE that you

consider confidential. If you are uncomfortable with such risks,

you may decide not to use e-mail to communicate with AGE. Although
you may be sending an e-mail message to a specific AGE employee,
other AGE employees may review SUCh messages. Additionally, your
e-mail messages to AGE may, consistent with AGE's regulatory
requirements and retention policies. be retained. You should also

be aware that e-mail messages may be delayed or undelivered. AGE
does not accept orders to effect transactions or other similar
instructions through e-mail messages.
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From: Frank Stepczyk

To: Michael Copps

Date: Thu, Feb 6,2003 1:53 PM
Subject: SAVE UNE-P !Nl
Sincerely,

Frank Stepczyk

Western Regional Sales Manager
Access One. Inc.

1960 E. Grand Avenue Ste. 970
El Segundo, CA 90245

PH: 310-355-1500
FX: 310-355-1551
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February 6%, 2003

Dear Commissioner Michael Copps:
1ask your support lor the continued availability of the “UNE-Platform.”

My company. Access One. offers local telephone service inselect SBC territories. The company has
achicved increasing success largely because it utilizes the combination of “unbundled network elements™ -
the UNE-Platform - to serve customers. 11 is absolutely critical thal we have continued access (o the UNE-

Platform 10 remain competitive.

Unlortunately. the Regional Bell Operaling Companies have launched a full-scale attack on the UNE-
Platform. realizing it is a major threat lo ihcir continued market dominance. Their strategy is to impose
certain restrictions on individual network clements thai would destroy the competitive value of the UNE-
Platform. [fthe RBOCS succeed. it will all bur end any chance For consumers in enjoy Ihe bencfits of
meaninglul competition in local phone service

Please oppose any effort at the Federa) Communications Commission or an slale agencies o lint the
availabiling o1 the UNE-Plinform. The UNT-Phtirm should be firmly and permancntly eslablished us o

vidble service option fur compentive wlecwin carricrs
Thank you very much for your lime and altention (o this imporrant maiter

Sincerely.

Frank M Stepezyk, Jr.
Woestern Regional Sales Manager
Access One Incorporated
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From: Fritz Kreiss
To: Michael Copps
Date: Wed, Feb 5,2003 8:20 PM

Subject: UNE-P
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2-4-03

I'o whom it inav concern:
lask vour support for the continued avatlabtlity ofthe ""UNE-Platform =

My company. Alernative Utility Services. ofTers local telephone service in Ameritech, Verizon and Bell South
regions. The company has achieved increasing success largely because it utilizes the comhination of “unbundled
network clements” — the UINE-Platform - to serve customers. We have saved money for over 1,000 business clients
and have over 32 sales representatives that earn a living thanks io UNE-P 1t is absolutely critical that we have
continued access to the UNE-"latform io remain competitive.

Unfortunately. the Regional Bell Operating Companies have launched a tull-scalc attack on the UNE-Platform.
rcalizing it is amajor threat to their continucd market dominance. Iheir strategy is io impose certain restrictions on
mdividual nerwork clements that would destroy the competitive value of the UNE-Platform. If the RBOCS succeed,
it will all but end any chance for consumers 10 enjoy the benefits of meaningful competition in local phone sewice.
New technology and upgrades depends on competition and compeltilien with an incumbent monopoly that haa paid
oft its investment with public dollars doer not crears an epportunity for change.

Plcase oppose any ¢ffon thai will limit rhe availability ofthe UNC-Platform. lhe WE-Platform should be firmly
and permanently cstahlished as a viable service option for competitive telecom carriers.

Thank you very much for your time and aliention to this important mater.

Sincerely.

Fritz Krriis
President
AUS



